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2 Determinants of FDI
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4 Methodology and development of the model
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FDI inflows per capita in select transition economies (US dollars).




Hungary 228 112 442 194 163 168 1652
Czech Rep. 63 85 249 139 124 243 968
Estonia 107 143 136 102 90 390 947
Latvia 17 84 71 132 206 80 634
Slovenia 58 64 88 93 148 77 596
L i t h u a n i a 8 82 04 18 9 2 5 7 4 2 2
Poland 45 49 95 116 79 171 389
Slovak Rep. 37 38 34 53 15 46 236
Romania 4 15 18 12 54 90 200
R u s s i a 0 41 41 72 5 7 6 0
	

Stock of FDI by industry
Industry Stock of FDI in
sample 1998
a
Stock of FDI in
Estonia 1998
a,c
Stock of FDI in
sample 1997
a
Stock of FDI in
Estonia 1997
a,b
Manufacturing 47,8 29.8 65 36.9
Services 23,2 30.9 3 16.6
Transportation &
telecom
15,9 9.7 22 16.7
Wholesale
and retail
10,9 22.9 6 22.3
Utilities 2,2 0.9 4 0.1
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7DEOH￿￿￿  Stock of FDI by country of origin.
Country Stock of FDI in
sample 1998
a
Stock of FDI in
Estonia 1998
a,c
Stock of FDI in
sample 1997
a
Stock of FDI in
Estonia 1997
a,b
Sweden 30,8 32.4 24,1 20.7
Finland 24,3 26.9 27,4 28.8
Singapore 17,3 2.3 24,4 4.2
UK 9,0 3,7 0,3 3.5
Denmark 5,6 4.7 1,1 4.7
Italy 4,5 0,8 3,3 0.7
Russia 3,0 1.8 3,5 5.7
Germany 1,5 3,3 0,9 3.0
USA 1,2 5.2 3,6 5.8
Norway 1,0 4,8 0,6 4.7
Netherlands 0,1 1.9 0,4 2.5






￿￿7DEOH￿￿￿  Mean response rankings for investment motivation factors.
 a
1998 1997
Labour force 3.83 3,64
Market growth potential 3.63 3,81
Market entry 3.58 3,96
Free capital mobility 3.54 3,57
Convertible currency 3.52 3,43
Political stability 3.33 3,43
Economic reforms 3.25 3,41
Costs of production 3.21 3,22
Competitors’ activities 2.73 2,84
Access to Russia/CIS 2.62 2,94
Access to CEE
b 2.47 N/A
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 b 3.22 N/A
Corruption 3.05 2,86
Labour quality 2.89 3,09
VAT payments/rebates 2.81 3,19
Customs procedures 2.76 2,82
Project finance 2.69 2,69
Work and residence permits 2.69 2,70
Tax rate
b 2.66 N/A
Gaps in legislation 2.62 3,08
Slow land reform 2.59 2,83
Unfair competition 2.41 2,79
Land acquisition 2.22 2,56
Raw material avail. 1.95 2,10



























































7DEOH￿￿￿ Mean factor rankings by investor characteristics, motivation factors 1997a
Export Non-
export




Market entry 3.48 4.23 4.30 3.24 4.00 3.63 4.55 4.27 4.00
Market growth 3.20 4.14 3.96 3.35 3.90 3.47 4.18 4.20 4.00
Free capital
mobility
  3.58 3.55 3.37 3.59 3.62 3.57 3.73 3.47 3.50
Political stability 3.32 3.53 3.15 3.24 3.70 3.31 3.36 3.40 3.58
Convertible
currency
3.36 3.50 3.33 3.53 3.38 3.29 3.55 3.57 3.42
Economic reforms 3.28 3.47 3.26 3.35 3.50 3.34 3.45 3.40 3.58
Costs of production 3.85 2.80 3.15 3.63 3.14 3.66 2.18 3.21 3.00
Access to
Russia/CIS
3.27 2.70 3.04 2.59 2.80 3.09 2.73 2.53 2.92
Competitors’ activities 2.62 2.95 2.75 2.59 3.03 2.57 2.73 3.07 3.33
Future EU member 2.08 2.12 2.07 2.29 2.14 2.00 2.73 1.87 2.55




























































































































































Market growth 2.52 4.27 4.00 3.25 3.68 3.21 4.00 4.33 4.11
Market entry 2.52 4.20 4.07 2.9 3.68 3.13 4.56 4.36 3.89
Free capital
mobility
3.59 3.53 3.39 3.6 3.75 3.56 4.11 3.54 3.00
Convertible
currency
3.57 3.42 3.22 3.79 3.39 3.64 3.67 3.31 2.78
Political stability 3.45 3.25 3.07 3.4 3.45 3.30 3.56 3.43 2.89
Economic reforms 3.09 3.31 3.04 3.45 3.42 3.21 3.67 3.21 3.00
Costs of production 4.09 2.74 2.96 3.65 3.08 3.76 2.78 2.31 3.00
Competitors’
activities
2.32 2.95 2.56 2.75 2.71 2.59 2.56 3.38 2.89
Access to
Russia/CIS
2.39 2.66 2.74 2.55 2.20 2.68 2.56 2.33 2.56
Access to CEE 2.19 2.68 2.41 3.2 2.05 2.35 2.75 2.57 2.67
Future EU member 1.96 2.19 1.96 2.45 2.04 1.97 2.44 2.07 2.11

































































3.20 3.18 3.25 2.88 3.29 3.00 3.20 3.69 3.30
Labour quality 2.80 3.27 3.00 3.12 3.24 3.00 3.00 3.08 3.09
Gaps in legislation 2.92 3.18 3.16 2.88 3.17 3.00 3.20 2.78 3.55
Corruption 2.80 2.90 2.52 3.06 2.97 2.75 3.50 2.54 2.91
Slow land reform 2.92 2.78 2.48 2.82 2.93 2.78 3.10 2.58 2.73
Customs
procedures
2.72 2.88 2.96 2.53 2.79 2.78 2.89 2.69 2.91
Unfair competition 2.52 2.95 2.65 2.44 3.00 2.75 3.09 2.78 2.55
Work, residence
permits
2.28 2.95 2.64 2.53 3.00 2.25 3.50 3.08 3.09
Project finance 2.44 2.86 2.52 2.50 2.88 2.57 3.00 2.64 2.56
Land acquisition 2.60 2.54 2.21 2.63 2.70 2.54 3.00 2.67 2.30





























































































































































 b 3.43 3.10 3.38 3.21 2.90 3.38 2.90 2.36 3.33
Corruption 2.86 3.15 3.38 2.58 2.95 3.03 3.00 2.77 3.17
Labour quality 3.35 2.63 2.73 3.16 2.75 3.16 2.10 3.14 2.50
VAT payments.
rebates
3.04 2.68 2.64 2.89 2.86 2.84 2.40 3.29 2.33
Customs proce-
dures
3.09 2.58 2.81 2.68 2.65 2.81 2.40 1.69 3.33
Project finance 3.05 2.53 2.92 3.06 1.89 2.91 2.56 2.36 2.60
Work. residence
permits
2.83 2.61 2.85 2.84 2.32 2.71 2.30 2.8 3.33
Tax rate
b 2.91 2.51 2.81 2.68 2.48 2.81 2.30 2.64 2.67
Gaps in legislation 2.50 2.68 2.58 2.63 2.60 2.44 2.70 2.93 2.83
Slow land reform 2.82 2.46 2.77 2.44 2.52 2.56 2.70 2 3.17
Unfair competition 2.13 2.56 2.69 2.16 2.24 2.35 2.00 2.86 2.50
Land acquisition 2.39 2.12 2.27 2.21 2.19 2.24 2.20 3.15 2.50
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	Predicted signs of key explanatory variables.
EXTO MANUF UTRAN WHRET SERV ACQ GRN JV
MKTENTR - - + + + - + +
MKTGR - - + + + - + +
COSTS + + - - - … . … . … .
POLSTAB …. … . … . … . … .-+ -
LABQUAL +* +* -* -* - +* -* -
WKPERM …. -* + +* +* -* +* -*
CUSTOMS +* +* -* -* -* … . … . … .
VAT + +* -* -* -* … . … . … .
PFIN …. … . … . … . … .+ *- * + *
BUR - +* + -* -* - + -
CORRUP - +* + -* -* - +* -*47
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7DEOH￿￿￿￿￿￿Results of motivation factor regressions, 1997.
































































….- 0 . 3 9 0
(0.350)











64 64 61 63
Percentage of correct
predictions (total)
56.3 54.7 47.5 46.048
Terri Ziacik
Institute for Economies in Transition
	Results of motivation factor regressions, 1998.





































































Number of observations 60 60 62 62
Percentage of correct
predictions (total)
50 51.7 48.4 53.249
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7DEOH￿￿￿￿  Results of problem factor regressions, 1997.



























…. …. …. ….



































































…. …. …. …. ….
FORWK …. 0.016
(0.071)
…. …. …. ….
Number of obser-
vations




63.5 57.4 66.1 64.5 55.9 65.650
Terri Ziacik
Institute for Economies in Transition
7DEOH￿￿￿￿  Results of problem factor regressions, 1998.































….0 . 1 8 0
(0.145)










































































VR …. 0.018 **
(0.008)
…. …. …. …. ….
FINLAND -0.525
(0.465)








…. …. …. …. ….
Number of
observations





74.6 50.8 65 78.3 64.3 70.0 55.951
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	

List of variables used in the paper.

EXTO – exports as a percentage of turnover (gross)
LNWK97 – natural log of the workforce
LNSK98 – natural log of share capital
UTRAN – dummy indicating whether the firm is in the utilities, telecommunications,
or transportation industries
WHRET – dummy indicating whether the firm engages in wholesale and/ or retail activities
SERV – dummy indicating whether the firm is in the service sector
MANUF – dummy indicating whether the firm is a manufacturer
ACQ – dummy indicating whether the firm made an investment into Estonia
through an acquisition of an existing company
GRN – dummy indicating whether the firm made a greenfield investment into Estonia
JV – dummy indicating whether the firm entered as a joint venture with an Estonian firm
VR97 – foreign voting rights = foreign share % as of 12/31
FINLAND – dummy indicating whether the investor is from Finland
PL – dummy indicating whether the investor had links to Estonia prior to investing
YRINV – number of years invested in Estonia (1999-year of investment)
RSRCE – dummy indicating whether the firm depends on a natural resource
(primarily wood products)
FORWKR – number of home country workers working at the host country firm

MKTENTR – entry to a new market
MKTGR – potential for market growth
POLSTAB – political stability
COSTS – costs of production
Problem factors
VAT – VAT payment and rebate processes
WKPERM – work and residence permits
LABQUAL – quality of the labour force
CORRUP – corruption
BUR – bureaucracy
CUSTOM – customs procedures
PFIN – obtaining project financing
Appendix52
Terri Ziacik





MKTENTR 97 EXTO 0.0004 0.0007 0.0019 0.0009 -0.0039
JV -0.0471 -0.0679 -0.1550 -0.0503 0.3203
FINLAND -0.0267 -0.0367 -0.0905 -0.0200 0.1769
MKTGR 97 EXTO 0.0003 0.0011 0.0023 -0.0011 -0.0026
UTRAN -0.0686 -0.0708 -0.0064 0.1304 0.0154
SERV -0.0380 -0.1128 -0.1965 0.1323 0.2149
COSTS 97 EXTO -0.0019 -0.0035 -0.0022 0.0017 0.0059
POLSTAB 97 LNWK 0.0029 0.0362 0.0472 -0.0613 -0.025
UTRAN -0.0012 0.0012 0.778E-05 0.150E-07 0.578E-12
JV 0.0226 -0.0222 -0.0004 -0.219E-05 -0.327E-09
MKTENTR 98 EXTO 0.0024 0.0023 0.0015 -0.0001 -0.0061
JV -0.2473 -0.0963 -0.0057 0.1061 0.2432
MKTGR 98 EXTO 0.0005 0.0017 0.0027 -0.0011 -0.0038
FINLAND -0.0224 -0.0868 -0.1538 -0.0448 0.3078
PL -0.3540 0.1500 0.1109 0.0898 0.0034
YRINV -0.0052 -0.019 -0.0294 0.0122 0.0414
COSTS 98 EXTO -0.0019 -0.0035 -0.0004 0.0018 0.004
WHRET 0.3973 -0.2285 -0.1419 -0.0196 -0.0072
LABQUAL 97 EXTO 0.0007 0.0025 -0.0032 n/a n/a
WKPERM 97 UTRAN -0.4562 0.1196 0.3366 n/a n/a
SERV -0.4773 0.0777 0.3996 n/a n/a
VAT 97 EXTO -0.0007 -0.0031 0.0038 n/a n/a
LNSK 0.0132 0.0559 -0.0690 n/a n/a
WHRET -0.2994 0.2897 0.0097 n/a n/a
LABQUAL 98 SERV 0.0023 -0.0023 -0.66E-08 n/a n/a
WKPERM 98 SERV 0.4164 0.0624 -0.4788 n/a n/a
VR -0.0064 0.0005 0.0059 n/a n/a
VAT 98 JV 0.2952 -0.0114 -0.2839 n/a n/a
CUSTOM 98 EXTO 0.0017 0.0018 -0.0035 n/a n/a
UTRAN -0.2757 0.1029 0.1728 n/a n/a
PFIN 98 ACQ -0.3329 0.0619 0.2709 n/a n/a
JV -0.3668 0.0439 0.3230 n/a n/a
CORRUP 98 EXTO 0.0017 0.0018 -0.0035 n/a n/a53
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